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EDITORIAL DEPARTMENT NOTE 


It has been this country’s traditional boast that we pay the highest wages 
but secure low labor costs. As labor problems continue to dominate the 
economic scene it becomes evident that further wage increases can continue 
only if there is a corresponding increase in productivity or other compensa- 
tory savings are produced. For this reason, the current Bulletin carries 
two timely articles showing two different kinds of savings worth ma 
ment’s attention. The first deals with economies in payroll accounting and 
labor distribution, the second with savings in employee pension plans. 

The first article was written by Francis L. Haskell who received his 
education in the public schools of Bristol, Connecticut. Immediately follow- 
ing graduation from high school, he entered the employ of the Wallace 
Barnes Company in Bristol, Connecticut. During the past twenty-five years 
he has held various positions in the factory, mill, and office, and in 1937 
was elected Assistant Secretary and Assistant Treasurer of the three Bristol 
Divisions of the Associated Spring Corporation. He is a Past President 
of the Hartford Chapter and of the Hartford Chapter National Office 
Management Association. 

The second article is by Gustave Simons who finds time to do many 
different things. In addition to being a lawyer he is a tax expert and 
economist. He has written a number of articles, particularly on taxes and 
employee benefit plans, which have appeared in various business journals 
and has addressed several of our chapters as well as a number of state 
C. P. A. societies. Mr. Simons’ article was prepared for delivery before 
the Buffalo Chapter. 





Articles published in the Bulletin present many different viewpoints. In 
publishing them the Association is not sponsoring the view expressed, but 
is endeavoring to provide for its members material which will be helpful 
and stimulating. Constructive comments are welcomed and will be published 
in the Forum Section of the Bulletin. 





This Bulletin is published semi-monthly by the National Association of 
Cost Accountants, 385 Madison Ave., New York 17, N. Y. Subscription 
price, $10.00 per year. Entered at the Post Office, New York, N. Y., as 
second-class matter August 28, 1925, under the Act of March 3, 1879. 
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CASE STUDY OF A PAYROLL SYSTEM 


By Francis L. Haskell, Assistant Secretary-Treasurer, 
Bristol Divisions, Associated Spring Corp., 
Bristol, Conn. 


erga is nothing particularly new about our method of pay- 

roll accounting and labor distribution. I claim credit, how- 
ever, for the development of details required to coordinate this 
method into a complete and workable plan. Someone once said, 
“If you copy the work of one man it is plagiarism, but if you 
copy the work of many, it is research.” However, it must be 
understood that the system is not a cure-all that will fit into every 
concern and show savings over the methods that are now in use. 
But it does a good job in our plants and in many others. During 
the past three years I have studied many payroll systems, and 
visited many payroll departments. I know of several plants 
that use the method to be described below. Of course the pro- 
cedures are not 100 per cent identical. But that is one of the 
advantages of the method. It is flexible enough to fit into the 
pattern of almost any plant, and it will satisfy the executive who 
is report-conscious, as well as cost-minded. 


Forms Used 


This method of accounting for payroll dollars and labor dis- 
tributions has been installed in three of our plants. The smallest 
plant employs 75 persons, the next one 300, and the largest one 
about 2,150. The work is largely dependent upon four basic 
forms : 

1. Labor Job Time Ticket (Exhibit 1). 
2. Peg Board or Departmental Labor Distribution Sheet 
(Exhibit 2). 
Photostatic Summary (not illustrated). 
4. Payroll Ledger Sheet and Individual Earnings Record 
(not illustrated). 


y 


The gathering of payroll information for the purpose of pay- 
ing our employees is really a rather simple job. Collecting these 
same figures for cost purposes, however, presents a multiplicity 
of problems. It is in assembling these figures for our costs that 
we make use of the peg board. 
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Forms I, 2, and 3 are used in our cost department. Form 
4, our payroll sheet, is used in the payroll department and is so 
designed that all payroll information is developed on this one 
form. The statement may sound a bit incredible at first, but as - 
we follow employee earnings through our quarterly OAB re- 
ports, quarterly unemployment reports, the payroll ledger, and 
annual earnings records, I think your doubts will vanish. 


Combining Direct Labor Time Ticket and Clock Record 

We use a duplicate time ticket (Exhibit 1), which is stamped 
with the employee’s name, clock number, and social security num- 
ber. These tickets are placed in an “In and Out” clock card 
rack just outside the timekeeper’s office in the department con- 
cerned. When an employee enters his department at 7:00 a.m. 
and 1:00 p.m., he takes his ticket from the “In and Out” rack 
and presents it to the timekeeper through the time office window. 
This procedure insures that each employee is in his own room 
ready to go to work at 7:00 a.m. and at 1:00 p.m. As we do not 
use the central clock house for production workers there are no 
“In and Out” clock cards to be checked to the time tickets each 
day. Our job tickets for production workers under this system 
become the “In and Out” clock card record. Our service depart- 
ments, such as millwrights, electricians, and plumbers, however, 
use the “In and Out” clock cards and ring in through the central 
clock house because these employees are in the plant quite often 
when the timekeepers are not. It is obvious, therefore, that 
for this type of labor it is necessary to make out separate job 
tickets. 

There is a twofold saving in using our job ticket as an “In and 
Out” clock record : 

1. The employee is in his own department on time. 

2. By eliminating the “In and Out” clock cards, we save the 
time and expense of checking them with the job tickets 
to verify the actual time an employee has been in the 
plant. 


Processing Labor Tickets 
When a day’s labor tickets arrive in our cost department, they 
are first put in numerical order, rated, and extended. As there 
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is room for seven jobs on our job ticket we then summarize 
the departments at the bottom of the labor ticket. This can, of 
course, be a unit ticket if conditions in a plant warrant it. At 
this point the total labor for the day, as extended in the cost 
department, is checked with the payzoll department which has 
extended the duplicate copy of the time ticket. Thus we make 
sure that we are accounting for all of our payroll dollars before 
we start our distribution in the cost department. Some may 
doubt the necessity for the duplication of work in having the 
two copies of our labor ticket extended in separate departments. 
This procedure, however, minimizes errors in our payroll depart- 
ment. In the four weeks immediately preceding the preparation 
of this paper there was an average of only six errors per week in 
a plant employing somewhat over 2,500 people. These errors 
were corrected and the additional money given to each employee 
affected before he left the plant on pay day. This reduces sub- 
stantially the number of times an employee or his family will 
repeat the “short pay story” in the bridge club or wherever 


people gather. 


Peg Board Sheet ° 

The daily totals of the labor tickets are then entered on depart- 
mental peg board sheets (Exhibit 2) which constitute the crux 
of our system of labor distribution. These sheets serve a double 
purpose. The information on the upper portion (above the 
heavy black line) is developed from our individual labor tickets 
and relates to payroll dollars only. The lower portion represents 
the labor distribution as explained below. 

In order to post the daily time tickets to the correct peg board 
sheets for the departments concerned, it is necessary to have the 
tickets grouped by departments. Because tickets for male and 
female workers are already grouped in each department, no spe- 
cial sorting is necessary. The indirect labor is entered on the 
departmental sheets first; then the direct labor tickets for the 
male and female employees are totaled and the totals placed on 
the proper lines on the sheets. When a departmental sheet is 
totaled at the end of any period, we have the following informa- 
tion for that particular operating department: Machine hours, 
male day work hours and amount, female day work hours and 
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amount, male piecework hours and amount, female piecework 
hours and amount, overtime, 15 classifications of indirect labor, 
total indirect hours and amount, and total hours and amount. In 
many offices it is customary, in assembling information of this 
character, to write the totals for each breakdown on the back 
of the pack of labor tickets, to be copied in some manner later. 
In our cost department, however, the calculating machine oper- 
ators total the male day work hours, for example, and write the 
total directly on the peg board sheet. As there is an average 
of 10 sub-totals to be written daily for 180 operating depart- 
ments, the amount of paper work saved by properly designing 
the forms and thus eliminating the recopying of information is 
tremendous. 


Peg Board Labor Distribution and Proof Sheet 

The lower portion of the peg board sheet requires special 
mention. The items at the left represent the various work in 
process classifications or accounts. These accounts are charged 
at standard rates comprising both labor and burden. Since we 
operate a job order system, it is also necessary to post to the 
individual job orders in the plant. Every item of cost that it 
is possible to apply directly to a customer’s order, is so charged. 
The labor and burden are charged to individual order numbers 
in the following manner: Each of the 180 different operating 
departments, or burden centers, has its own labor rate and its 
own burden rate. The average labor rate and the standard bur- 
den rate for each department are combined to make a single 
rate, which represents the cost of operating that department for 
an hour. We use three methods of applying the burden, namely, 
employee hours, machine hours, or furnace hours. Actually 
we call them all productive hours. For an example, we will use 
a department where there is no heavy machinery involved and 
the employee carries the burden. In a case of this kind the 
employee’s labor ticket is rated in the shop at the predetermined 
labor and burden rate. This extension is placed on the original 
ticket after the payroll copy and the cost department copy have 
been separated. The original then travels to a posting center, 
of which we have about seven, where it is posted to the cus- 
tomer’s order number on a flat bed posting machine. Under 
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the customer’s order copy the clerk has previously inserted a 
blank sheet of paper. Thus at the end of a run of tickets we have 
a carbon copy of all of the postings made for that department on 
that day. We call this a proof sheet. 

These proof sheets are sent with the time tickets to our cost 
department where they are coded with the correct work in process 
account numbers. In departments where piecework has been 
posted, the burden is then added, and the sheets are summarized 
to reflect the productive hours and the money to be charged to 
each work in process account. As this is done by departments, 
of course we also get the credit for each particular department’s 
daily production at this time. 

The handling of the lower portion of the peg board sheet may 
be summarized as follows: 

1. The information is made up of a combined labor and 
burden rate multiplied by the productive hours spent on 
individual job orders. 

2. The extension is made in the factory. 

3. It is posted to individual job order sheets. 

4. The proof sheets are a summary of these job order post- 
ings which have been posted by grouping all of one depart- 
ment’s tickets together before posting to job order num- 
bers. 

. The totals shown on the proof sheets are entered on the 
proper departmental peg board sheet. 


Monthly Labor Sheet 

The peg board sheets are added weekly and the totals trans- 
ferred to new sheets, thus giving us a weekly accumulated pic- 
ture of our payroll dollars. When the sheets are added for the 
last week in the month, we have our accumulated labor for that 
month. At the end of the month when these sheets are totaled 
they are placed on the peg board in overlapping form and sum- 
marized. While the sheets are in this position, with only the 
total columns exposed, we photostat the entire setup, which gives 
us the monthly labor sheet. This sheet becomes the basis of our 
vg journal entries. The upper half is summarized as 

$: 


457 





N. A.C. A. Bulletin January 15, 1946. 





Plant Burden (Dept. 1, 2, 3, etc.)..........+5. xx 
To Payroll Accrued 
To summarize employee earnings for the month. 


The lower half of the sheet gives rise to the following entry; 

Work in Process—Class “8” - 

Work in Process—Springs 

Work in Process—Merchandise 

Work in Process—Plant Orders 
To Plant Burden (Dept. 1, 2, 3, etc.).......... 

To summarize labor distribution for the month at 
predetermined labor and burden rates. 


All items are posted to a factory ledger which contains an 
account with each operating department. The under- and over- 
absorbed burden balances in these departments are closed out 
monthly to profit and loss and are shown as adjustments to cost 
of sales in the profit and loss statement. 

The thousands of detailed postings are handled through a 
special numbering system. The individual job order numbers 
have a dash and the numbers 1, 2, 3, or 4 following the order 
number which indicates the work in process that they are to be 
posted to. This is not as complicated as it sounds because we 
are set up so that each posting center posts only to one designated 
work in process account. It is, therefore, automatic as all the 
hours and money posted by a machine in a time center are charged 
to the same work in process account. 

In actual practice there are many short cuts which help to 
reduce the cost of producing this information. For example, 
at the end of the first week when the peg board sheets are 
totaled, the total is written directly on the new sheet for that 
department. As the sheets are printed on both sides, we make 
all the forms do double duty. When the second week is added 
we automatically pick up the first week on each line, and the 
total shown is at all times an accumulated total. Through the 
use of the photostat machine we are able to pick the pertinent 
information from thirty or more sheets at one time without copy- 
ing any of the original figures. The photostat machine used im 
conjunction with this system reduces several hours work to 4 
matter of seconds. As a matter of fact, the entire saving in 4 
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- system of this kind, as I see it, is predicated on the principle 
of using original figures and eliminating as much copying as 
possible. In line with this thought, we accumulate our fgures 
by weeks in the cost department. A daily figure would be of 
little value, but the weekly accumulation may be checked with 
the actual payroll figures. A day might be used as a unit, or a 
week, or a month. In our particular installation, the week gives 
us information we can use and seems to be easier to handle than 
a sheet which would provide for thirty-one days. In most types 
of machine posting, the procedure would be to pick up the old 
balances, post today’s amounts, and copy the accumulated figures. 
It is apparent that this entails more work than accumulating these 
figures by weeks. 


Job Tickets in Payroll Department 

Now let us refer for a moment to the duplicate copy of our 
job ticket which has traveled directly to the payroll department 
from the factory office. This is the basic form of original entry 
and goes through the usual payroll procedure of being rated and 
extended to show the employee’s earnings. It is then entered on 
an individual employee’s earnings record. These records are 
kept in a series of fourteen payroll books containing about 225 
employee records. Each book, we feel, represents a good week’s 
work for one payroll employee under our system. 

The payroll book thus becomes a payroll ledger. Each book 
contains a summary ‘sheet at the back. Every week the various 
details entered on the individual earnings records for that week 
are totaled, and these totals are entered on one line of the sum- 
mary sheet, care being taken to post the figures to the proper 
line for that week. This summary sheet takes the place of the 
customary payroll register. In this way we get the payroll reg- 
ister information without copying the employee’s name, number, 
etc., each week as we used to do under the old system. 

The piecework slips which are made out in duplicate in the 
factory are checked to the payroll book. This procedure is 
necessary because we give our employees a copy of his piecework 
earnings daily. If any adjustments or corrections are to be made, 
these must be checked with the entry which has been made on the 
payroll books directly from the labor ticket. The -deductions 
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for the current week, social security taxes, and income taxes are 
then entered on the payro!l books, and the books are cross-added 


and proved. As we are old-fashioned enough to believe our 
employees want to be paid in cash, it is necessary to make out 
a payroll denomination list. Individual wage slips are then pre 
pared and sent to the bank with payroll window envelopes. Our 
own payroll employees put the money into the envelopes at the 
bank, and the completed payroll is then delivered by an armored 
car service. Our company paymaster, accompanied by two guards 
and two checkers, pays our employees. The check list used by 
them is made up in our payroll department. 


Payroll Ledger Sheet 

Our individual earnings record or payroll ledger sheet, is an 
account with an employee for one fiscal year. Anything pertain- 
ing to an employee’s pay will be found on this one sheet. We 
post the hours and amounts for day work and piecework daily. 
The total hours and the gross pay are shown. There is a column 
for overtime payment and also for the usual deductions. A few 
years ago when the social security law was first passed, we ex- 
perienced no difficulty in our payroll department. Some machine 
installations were at the time using the full capacity of the ma 
chine; in our case we merely headed a blank column with a 
rubber stamp and used it for these new deductions. In c2mmon 
with others, we have in addition to the OAB tax of 1 per cent 
and the income tax, at least one other deduction each week. 

The payroll sheet is divided into four quarters, This permits 
us to summarize each thirteen-week period for our social security 
reports. We like to print the dates on both sides of these sheets 
to reduce errors which might be caused by posting on the wrong 
line. These dates could be eliminated and the lines numbered 
from 1 to 30. This procedure might be an improvement over the 
present sheet, as it would provide a space to write such items as 
quarterly bonuses, vacation pays, or Christmas bonuses. 

Our social security reports are made from this record, and 
it is also used as a basis for pensions. All taxes for one fiscal 
year are shown here, both for social security and income taxes. 
We have a Get-Together Club in the organization, and this sheet 
has eliminated all financial records for dues, which had growm 
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to be a rather burdensome job for the club secretary. This 
sheet also at the end of the year becomes our employee earnings 
record card without any further copying. It is also used occa- 
sionally by our departmental superintendents to check and con- 
trol the amount of piecework given to employees, since it is the 
policy of the company to give all employees an even chance for 
work at piecework rates. 


Summary of Mechanics of System 

The starting point is the job time ticket issued in duplicate. 
The original goes to the cost department, the duplicate to the pay- 
roll department. The latter rates and extends the ticket and 
posts the gross earnings to an individual earnings record con- 
taining columns for daily earnings. At the end of the payroll 
week, hours and amount are totaled on each sheet; deductions 
and net pay are also computed and entered. The weekly total 
of the sheets is taken and entered on a summary sheet at the 
back of each payroll book. This summary sheet is the payroll 
register. 

The cost department also computes total hours and wages on 
the original time tickets. These are summarized and posted 
each day to the upper half of the departmental peg board sheet, 
whose daily totals thus must agree with the daily earnings com- 
puted by the payroll department. Labor distributions are also 
obtained from the job time tickets. The hours. are multiplied 
by composite labor and burden rate and the total posted, to the 
appropriate cost sheets through a posting machine. This auto- 
matically produces a proof sheet whose totals are posted to the 
lower half of the departmental peg board, representing the labor 
distribution by departments. At the end of the week these 
sheets are overlapped on the peg board and photostated. The 
photostatic summary provides the basis for the necessary pay- 
roll and distribution vouchers. 


Employee Numbering System and Employee Transfers 

An employee numbering system permits ease of operation 
through grouping all employees in one department under one 
general number. Our system is no exception, in that we have 
14 payroll registers. Each book controls a certain section of 
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figures whatsoever to attain it. For example, employees in de 
partment 2, Flat Coil, have the following numbers assigned to 
them : 
2—oo00 to 499 Male employees. 
500 to 999 Female employees. 


When an employee is transferred from one department to 
another within the Wallace Barnes factory, the following pro- 
cedure is observed: 

Total the employee’s payroll sheet to the date that the trans*<: 
is to be effective. Transfer the totals of total pay and all o« 
umns to the right of it to a minus sheet at the back of the book. 
On the left side of the minus sheet on the same line on which 
the amounts are entered, insert the old clock number, the employ- 
ee’s name, and the new clock number. The minus sheet is main- 
tained to show transfers out of the book. Then remove the 
employee’s sheet from the book and go to the files and procure 
pension card, club dues card, insurance card, hospitalization card, 
and union dues card. Attach these to the ledger sheet and give 
them to the clerk who is to have the employee. No clerk should 
accept a ledger sheet unless all deduction cards accompany the 
ledger sheet. The clerk receiving the transferred employee 
should assign a new clock number before filing the above docu- 
ments in their respective files in proper numerical sequence. The 
clerk should then enter the total pay and all columns to the right 
of it including net pay to a plus sheet in the back of the ledger. 
The plus sheet reflects all transfers into the ledger. When the 
clerks are balancing their respective ledgers, they must add the 
total of the entries on the plus sheet to their summary sheet and 
deduct the totals .on the minus sheet. The net figure arrived at 
should be the total of all the individual ledger sheets in the book. 
Summary : 

In summarizing, I would like to mention the one possible dis- 
advantage of our system. This is the matter of neatness. Obvi- 
ously a machine-posted record of our labor distribution would 
make a better looking permanent record. This point I will con- 
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cede. It is, however, outweighed by the many advantages, sonie 


‘of which will bear repetition here. 


Early in this paper I made the statement that our system is 
simple, flexible, fast, economical, and free of bottlenecks. It is 
simple since in the cost department the figures are written on 
the peg board sheets once and never copied thereafter. In the 
payroll department the figures are entered on, and reports made 
from, the payroll ledger sheet. There are no subsidiary ledgers 
for social security reports, income taxes, or annual earnings. 
It is flexible because the forms are so designed that new infor- 
mation may be obtained as it becomes necessary without the 
addition of registers, the redesigning of forms, or the training 
of new help. I can best illustrate that this method is fast by 
stating that our figures are out on the sixth of the month, which 
is several days earlier than by our previous machine method. 
I believe it is economical because at the time of the switchover, 
we transferred two girls out of eight from the work on the labor 
tabulation in our cost department. This represents a 25 per cent 
saving in personnel and eliminated a rather expensive bookkeep- 
ing machine. The last, and to me the most important, claim I 
have made is that there are no bottlenecks in a system of this 
type. I think all of us at one time or another have had some 
department get far behind in its werk because of trouble with a 
machine. This is particularly apt to happen in a small office 
where there is only one such machine. 

This system depends on small portable calculating machines 
and, I might add, good operators. During peak loads it is a very 
simple matter to borrow operators of key driven machines from 
other departments. It is mot necessary to train people to do this 
work. 

All the forms presented are designed so that all reports are 
self-balancing. It is an easy matter for a new clerk to check 
her own work. It hardly seems necessary to mention the fact 
that the results obtained are accurate, as the copies of the labor 
ticket are checked independently before our payroll is made up. 
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clearly seen. With thousands of employee-benefit plans installed 
in recent years of high profits, many questions come to the 
minds of management concerning the cost factors of such plans 
in approaching years of possibly reduced margins of profit. Em- 
ployers with no plans are concerned with the necessity of install- 
ing them and the cost consequences of such installation. Em- 
ployers with plans already installed are concerned with whether 
or not the plans are in such shape as to put the companies in the 
best competitive position i+ the years to come. Will the com | 
pany with no plan have low costs? Will the company with the | 
minimum plan, with minimum cash outlay, and minimum benefits 
have the lowest costs? The answer is that either type of elec- 
tion is apt to prove a high-cost procedure and that costs may 
be kept at a minimum by the careful and scientific planning of the 
proper procedure. 


thetical specific situation. Thus, assume that a corporation 
engaged in manufacturing in a highly competitive field main- 
tains its books of account on a calendar year basis. Its current 
earnings are into seven figures and are slightly more than double 
its excess profits tax credit. Its wage earners are unionized. It 
contemplates the installation of a self-administered pension plan 
with broad coverage. The plan would provide only pension 
benefits, would be devoid of protection against the risks of death, 
disability, or unemployment. The plan would be actuarially 
sound. 


— 





REDUCTION OF COSTS THROUGH EMPLOYEE 
BENEFIT PLANNING 


By Gustave Simons, Tax Attorney and Economist, 
New York, N. Y. 


WELL-DEFINED trend in our economy towards increased 
volume of sales with decreased margins of profits may be 











An analysis of this can best be made in the light of a hypo- 





A preliminary analysis of this situation raises the following 


inquiries : 


1. Need any plan be adopted? 

2. If a plan is adopted, what are the advantages or dis- 
advantages of adopting a plan this year? 

3. Type of plan to be adopted. 

464 

















N. A. C. A. Bulletin 








































YEE If a corporation had adopted or contemplated the adoption 
of a group annuity plan with an insurance company, the same 
reasoning as hereafter set forth would apply. As far as the 
principles in this review are concerned, there is no difference 
between a minimum pension plan administered through a group 

ncreased annuity and one administered through a corporate trustee with- 

may be out an insurance company annuity contract. While there are 
installed differences of opinion regarding whether or not a minimum 
to the pension plan may best be financed through self-administration or 

‘h plans a group annuity insurance contract, either type of financing still 

it. Em- leaves the plan the same, a minimum pension plan. The ques- 

install- tion remains whether such a minimum plan, whether self-admin- 

n. Em istered or group, represents the lowest cost situation; whether 

whether no plan represents the lowest cost situation; or whether some 

s in the other solution is a better one. 

e com | 

rith the Need Any Plan Be Adopted? 

benefits It may be said, without qualification, that some type of em- 

»f elec- ployee benefit plan will be inevitably adopted. Too often supple- 

ts may mentary benefits protecting employees against the risks of death, 

of the disability, unemployment, or old age are viewed by employers as 


cost additions for the benefit of employees. As a matter of fact, 
hypo- the adoption of a plan represents a cost reduction and is for the 
oration benefit of the employer. A cost accountant, who did not calculate 
main- depreciation on machinery, would apparently be increasing profits. 
‘urrent Mathematically, the last figure on the profit and loss statement 
double would look bigger with elimination of depreciation; in fact, the 
ed. o, opposite would be the result. .Depreciation of machinery occurs 
n 

ension 

death, 

arially 

Owing 





regardless of what we may do about it, and machinery inevit- 
ably has to be replaced. This replacement inevitably costs money. 
Hence, failure to take depreciation allowances with a concomitant’ 
reduction in’ income taxes, instead of creating a saving, would 
involve a loss. Similarly, human personnel depreciates just as 
machinery does. Its replacement, in the event of death, retire- 
ment, disability, or termination of employment inevitably will 
ie cost the employer money. Not to provide a reserve for these 
expenses thus represents an increase, rather than a reduction 
in costs, 
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Let there be no question as to the inevitability of these costs. 
Industry cannot survive half-secured and half-unsecured. In- 
evitably, the concerns offering security will attract better per- 
sonnel and will survive in the struggle for existence. Labor 
relations consultants for over a hundred leading American cor- 
porations have indicated to me in the last year that these so-called 
“fringe benefits” are to be viewed as inevitable costs, as real as 
cash compensation. The trend of union demands is in the 
direction of making them mandatory. 

Therefore, if the company succeeds in meeting these inevitable 
costs on a planned basis and under circumstances legally and 
economically most favorable to it, it will gain a distinct, com- 
petitive advantage over those in the same field who failed to do 
so. Then, in times of deflation, these inevitable costs can be met 
out of a reserve fund at a lower net cost to stockholders than in 
the case of those who made no advance plans. 





Advantages of Adopting Plan This Year 


The advantages of installing a plan at the present time are as 
follows : 

1. The tax rate for this year, giving effect to the carry- 
back, almost certainly will be higher than the average 
tax rate over the next twenty years. Since the total cost 
of these “fringe benefits” over the period of the next 
twenty years will probably be the same, regardless of 
tax rates, it follows that the larger the portion of the 
total cost which may be absorbed in high tax years, the 
lower the total net cost will be. I 

2. The earnings on the investments made by the trust are 
themselves tax-free and thereby accumulate with sub- 
stantial advantage as against earnings which are subject 
to taxation. 

3. As a matter of labor relations, it has proved to be a 
definite advantage to forestall a union and, have a plan 
in effect, rather than waiting until the union seeks to 
dictate action along the lines of its preference. If there 
is an over-all plan covering all members of personnel 
and not limited to union members, then the union can 
hardly claim control of the plan. If a plan is put in at 
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union insistence, it will be installed probably for the 
benefit of union members only and-will be subject to 
four severe disadvantages : 


1. Its terms and provisions may be less favorable 
to the employer. 

2. The union will have a larger measure of control. 

3. The plan would then eliminate non-union per- 
sons. A separate plan for non-union personnel 
would be less favorable to that group. Recently, 
just this happened. A plan was installed at 
union insistence. Then a supplementary non- 
union plan was installed. The Treasury insisted 
that contributions for a certain group of top 
employees be limited to 30 per cent of total con- 
tribution. It was sought to apply this 30 per 
cent against the contribution into the union as 
well as into the non-union plan. This was.denied 
by the Treasury, and the 30 per cent was applied 
against the non-union plan alone, thereby se- 
verely limiting the benefits of his favored group 
of top employees. 

4. It is better for the employer to get exclusive 
benefit for installing the plan or at least to give 
the union the opportunity to claim only supple- 
mentary credit for it rather than to have the 
plan initiated as a result of union demand. 


Disadvantages of Adoption Currently 

No plan should be adopted without a survey of the employer’s 
historical and economic background and prospects by an inde- 
pendent economist, so that a determination of prospective normal 
earnings can be made and the plan geared to these prospective 
earnings. In the absence of such investigation, no firm opinion 
can be given. Suppose, however, it appears that the earnings 
of a company are now higher than normally. In the absence of 
certain abnormalities for which Congress has made relief pro- 
visions in the Internal Revenue Code, the excess profits tax 
credit presumptively represents thy Government’s idea of normal 
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earnings. Current earnings are far above this level. Accord- 
ingly, if a plan is adopted at the present time, it may prove em- 
barrassing in future years. Since what is contemplated is a 
pension rather than a profit-sharing plan, a mere reduction in 
earnings will not permit the company to terminate the plan. é 
This is illustrated by a recent Treasury ruling (PS No. 52). 1 
The case is that of a company which earned $150,000 in 1943 
and 1944 and $50,000 in 1945. It discovered that in 1946 the 
annual cost of its pension plan of $15,000 would wipe out its 
profits for that year. But the abandonment of the pension plan 
was held unjustified and would result in the disallowance of the 
plan from its inception. 

This means that if a pension plan, as opposed to a profit-shar- 
ing plan, is adopted at the present time it must be geared not to 
current earnings but to prospective future earnings on the most 
conservative possible basis. However, when benefits actuarially 
computed under a pension plan and adopted on this conservative 
basis are compared with benefits viewed in the light of current, 
inflated earnings, it will be found that these benefits are most 
inadequate, and in quite a few instances severe labor unrest has 
been caused by the tender of benefits which are inadequate for 
such reasons. 

Thus, the employer is faced with the problem of delaying the 
installation of a plan, thereby increasing its costs, or with the 
alternative difficulty of installing a plan now involving costs 
which may prove too high in future years, or providing benefits 
which may prove too low in years of inflation. It is our opinion 
that if a company adopts only the limited singie plan described 
before or if it fails to adopt any plan, it will inevitably suffer 
severe damage on one or the other of the foregoing alternatives. 
The solution of the problem is described below: 


Type of Plan To Be Adopted 

The difficulties described before may be solved through the 
adoption of a combined pension and profit-sharing plan. A pen- 
sion plan represents a fixed cost with presumably fixed benefits. 
A profit-sharing plan is one where the contribution varies with 
profits either before or after taxes and may be made subject to 
the earning of a guaranteed dividend on capital stock of the 
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\ccord- _employer. There are certain cases where only a pension plan 
ve em- or only a profit-sharing plan is in order, but on the state of facts 
d isa assumed herein, this is not one of those cases. 
tion in The virtues of the combined pension and profit-sharing plan 
> plan. are discussed in an article by Earl S, MacNeill, trust officer of 
. §2). the Continental Bank & Trust Company of New York, in the 
1 1943 August, 1945, issue of Trusts and Estates, as follows: 
46 the “Thus we come, in good logic, to the ideal solution: a 
oat combination program of a pension plan with modest retire- 
n plan ment benefits, subsistence benefits, if you will, supplemented 
of the by a profit-sharing trust: The older men,. under the pension 
plan, can receive the past service credits that are justly 
~shar- theirs; the younger men, sharing in current profits with the 
an © older employees, can have the satisfaction of building a 
; most future that is in direct relation to their labor, skill, and 
arially ingenuity. 
vative “Such a combination ‘has everything.’ . . . Thus, in two 
Trem, coordinated plans, security and incentive both can be served; 
by and conservatism and the speculative urge can join as allies.” 
e for , We also quote from the Proceedings of the American Bar 
Association (October, 1944) : 
g the “I like the idea of profit-sharing and believe it should 
h the be used to provide retirement income rather than be paid in 
Costs a lump sum; but the weakness of it has been that since we 
nefits could not give the older employee much benefit out of profit- 
— sharing in his few years to retirement, we could not accrue 
ribed enough pension that way.. That is why we have used the 
uffer weighted plan, longer service, higher share. That is now 
‘ives. knocked out and so it is almost impossible to get enough 
pension out of the maximum 15 per cent contribution for 
men over 45 or 50. Therefore I think profit-sharing is best 
the used in conjunction with a pension plan, so as to hold down 
: the fixed charges to the employer to a reasonable point, and 
ae in good years to build up something more, which makes a 
with fair plan a good plan.” 
tt to A few of the advantages of such a combined plan are pre- 
the sented below : 
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Avoidance of the Economic Hazzrds of a Pure Pension Plan 


We have indicated before that a comparison of the costs and 
benefits of a pension plan with a past and prospective history of 
the company, indicates that one of two things will almost certainly 
cover the vast majority of cases: 


I. In certain years, the cost will be so high as to wipe out 
profits and make difficult the competitive position of the 
employer ; or ; 

2. The benefits will be so low as to render the plan com- 
petitively inadequate as a source of comparative security 
for employees, thereby defeating the essential and neces- 
sary purpose of the plan. 


This problem can be solved through the use of the combined 
plan. There the pension plan will be geared to the lowest and 
most conservative concept of future earnings so that the em- 
ployer may be sure that it will never be financially embarrassed 
by reason of the existence of a pension plan. On the other 
hand, the inadequate benefits necessarily provided by this type 
of pension plan may be supplemented through retirement bene- 
fits made available through a profit-sharing plan under which 
extra deposits can be made in years of high earnings to supple- 
ment the fundamental benefits made available under the pension 
plan. Thus, a company may secure the advantages of installing 
a plan in a year of high earnings, knowing that in years of pos- 
sibly reduced earnings the contribution into the profit-sharing 
plan will diminish or be wholly avoided, permitting the combined 
plan to continue on its minimum cost basis. 


Just Treatment for Young and Old Employees 


Under a pension plan a fixed benefit, either a flat percentage 
of salary or a percentage bearing a relationship to years of serv- 
ice is payable to a retired employee. A fund sufficiently great 
to provide this pension is needed under a fully funded plan. This 
must be accumulated between the period when participation in 
the plan commences and the employee retires or the plan will not 
be fully funded at the time it is paid. When the interest factor 
is taken into consideration, this means that with two individuals, 
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Plan each of whom is eventually to receive a pension of $2,500 a year, 
ts and a deposit of more than five’ times as much must be made for an 
ory of employee who is 55 years of age as is required in the case of an 
rtainly employee who is 30 years of age at the time of entry into the 
plan. In one case deposits accumulate interest for a period of 35 
years until retirement and in the other case only for ten years. 
pe. a Since the aggregate fund will be the same, it follows that the 
of te deposits for the older men are much greater. Thus a pension 
plan favors the older employees at the cost of the younger em- 
essai ployees. On the other hand, deposits into a profit-sharing plan 
curity are generally a percentage of compensation, depending upon 
neces- profits, regardless of the age of the employee. Such deposits 
do more for the younger employees because there is a greater 
‘ period of time in which to accumulate them. Furthermore, the 
bined la , : 
ape younger employees are more inclined to be interested in a com- 
 “- bination plan conditioned on profits and retirement benefits. The 
i ed pension plan, or a profit-sharing plan alone, is apt to do injustice 
erie either to the younger or older men. A combination plan balances 
off these advantages and benefits and is fairer to both groups, as 
Bh indicated from the foregoing quotations. 
which Profit Sharing as a Supplement to Pensions 
ipple- A pension is of little interest to a younger employee. Such an 
—_ employee is, however, very much interested in protection against 
alling premature decease. A pension plan alone gives him no protec- 
al tion against premature decease. A pension plan with death bene- 
whe. fits equal to the deposits made shows increasing death benefits 
bined as the employee approaches retirement age. As a matter of fact, 
his responsibilities are greater when he is young and _ his children 
are yet to be educated. Until the age of retirement, most em- 
ployees fear unemployment more than old age. A pension plan 
ntage offers little or no protection against this risk. Likewise, a pen- 
serv sion plan offers little or no protection against the risk of dis- 
great ability. Extensive surveys by labor relations experts of national 
This reputation indicate that the fear of unemployment, disability, and 
m in death is greater in the case of most employees up to the age of 
| not 50. A pension plan which protects against old age but not 
any against these other risks is therefore not complete. As a matter 





of fact, unions are demanding protection in these directions prior 
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to demands for retirement protection, ‘thereby indicating greater . 
emphasis on these benefits. Any effort to give protection in this 
way through ordinary group plans outside of a profit-sharing 
plan is subject to the following disadvantages : 






















1. These group plans are less flexible and indicate less 
benefits, dollar for dollar, than those available under a 
profit-sharing plan. 

2. The cost of a group plan is a steady, constant, year-by- 
year cost whereas the cost of the same benefit supplied 
through a profit-sharing plan may be accumulated in 
years of high earnings and high taxes, with consequent 
lower deposits in years of lower earnings and lower 
taxes. Thus, the net cost to stockholders is considerably 
decreased through the use of a plan and trust rather 
than the use of a group contract. 


A substantial number of companies heretofore employing 
group contracts have either substituted profit-sharing plans for 
the group contracts or supplemented their inadequacies through 
profit-sharing plans. To supply these additional and inevitable 
benefits by adding provisions for them to the pension plan will 

: involve a fixed commitment which would be much too heavy. 

; Through a profit-sharing plan these costs can be absorbed to the 

greatest advantage of the company. 
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in this . 
sharing OUR OPEN FORUM 
te less INSTALLING A PuncHED-Carp SysTEM 
inder a : . 
Editor, N. A. C. A. Bulietin: 
ear-by- To those who have had experience in installing a punched-card account- 
upplied ing system on any major record-keeping job, Mr. Chapin’s article in the 
. October 1, 1945, N. A. C. A. Bulletin represents a very accurate and admir- 
ted in able discussion of the basic requirements for successful installation and 
sequent development. Two phases of the problem of converting to the use of tabu- 
lower lating equipment may well deserve additional comment and emphasis. 
lerably It has been my experience that of equal importance to the pre-planning 
rather and trial runs in the tabulating unit is the problem of proper orientation 
of the personnel who process teports and data going to and from the 
tabulating unit. The attitude of such personnel may have a considerable 
loying bearing on the immediate and ultimate success of the installation. Unless 
they are thoroughly indoctrinated into the methods of tabulating operations, 
ns for which will usually be quite foreign to most clerical and accounting work 
rough they have previously performed, frequent seemingly simple and hard-to- 
vitable forgive errors will be committed. Furthermore, if the employees involved 
n will are not given an opportunity to understand fully the objectives and the 
heavy. importance of their work in the total operation, they are apt to develop an 
the inferiority complex which reflects itself in sharpshooting tactics and taking 
to advantage of every opportunity to run down the tabulating function. 
It is assumed from the reading of that portion of the article entitled 
“Manual of Procedure” that the detailed instructions for the machine room 
were written in prose form. After trying and discarding various methods 
of depicting tabulating proceduré over a period of years, it has been the 


writer's conclusion that tabulating operations are too complicated and in- 
volve too many simultaneous handlings to depict in this fashion. These 
years of experimentation at Lockheed Aircraft Corporation resulted in the 
development of a procedure writing method involving the following forms: 


Flow Chart 

Tabulator Specification Chart 
Reproducer Operation Sheet 
Interpreter Operation Sheet 
Key Punch Instruction Sheet 
Operations Check Chart 


oe 


The tabuiator specification chart presents a layout of the report, showing 
the column headings, indicates what fields print in each report column, in- 
dicates class selectors used, relates card columns to counters, locates sum- 


473 







N. A. C. A. Bulletin January 15, 1946 





mary card fields, and gives hammer locks, zero splits, and demountable type 
information. The lower half of the form depicts a condensed plug-board 
diagram indicating those nonstandard or complicated wirings not apparent 
from the upper half of the chart. The reproducer operation sheet illus- 
trates the reproducing operation in the picture form, illustrated with fac- 
similes. The interpreter operation sheet likewise depicts the interpreting 
operation in the picture form. The key punch instruction sheet indicates 
the fields and columns to be keypunched or gang punched and the fields 
and columns to be key verified and sight verified. The operations check 
chart lists in sequence all the steps in a given job and provides space for 
checking off their completion to insure that no steps are missed and to 
facilitate the picking up of work by a succeeding operator or shift. A 
column for recording card cycle volumes facilitates the setting of standards 
for measurement of efficiency and cost control. 

M. K. Miter, 

Los Angeles Chapter. 


Work 1n Process INVENTORIES 
Editor N. A. C. A. Bulletin: 

The article in the November 15 Bulletin entitled “Control of Work in 
Process Inventories,” by Earl K. Johnson, is most interesting and splen- 
didly outlined. However, Mr. Johnson has created in my mind several 
questions which may possibly have occurred to other readers. 

Under “payroll control and labor distribution” he states that “all time 
cards are submitted to the payroll department daily . . . the payroll de- 
partment immediately rates the cards . . . computes the earnings for each 
card, and summarizes the hours worked and eatnings for each employee.” 
This apparently assumes there are no weekly “average” earnings or weekly 
make-up ever applicable. 

No mention is made of the provision for, and treatment of, subsequent 
overtime hours worked in that week. Presumably such overtime hours 
would have to be (1) charged to the operations performed toward the end 
of the week, (2) spread through the period by obtaining the previous days’ 
cards and redistributing, or (3) absorbed in burden rates rather than used 
as a labor charge. While some advocate use of the latter procedure, I 
feel that such labor premiums should be a part of the labor cost, and it 
would seem difficult and expensive to apply this charge properly under the 
daily setup outlined. 

The demands of government wage and hour rulings, payroll deductions, 
taxes, etc., require that data be compiled generally on a weekly basis, and 
daily proofs, while helpful and in some plants mandatory, might in many 
cases only prove burdensome and costly due to resorting, reclassifying, 
transferring, and adjusting. 

Under “pricing shipments out of work in process inventories,” Mr. 
Johnson says that a check is kept against pricing errors and profit margins. 
I interpret this to mean that cost and billing price data are maintained in- 
dependently of any regular sales and cost of sales commodity analyses and 
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wonder how they go about this.. A manual checking of individual billings 
would seem costly unless an unusually high degree of billing error were 
revealed. It would seem that knowledge of the basic markup policies would 
provide adequate ratios for checking and measuring the actual profit yields 
indicated by commodity breakdown analyses. 

The procedure used to transfer finished goods from the in process rec- 
ords is not outlined. I assume this segregation is made, and hope that Mr. 
Johnson may at some future time see fit to include such procedure in sub- 
sequent articles. 

Donatp G. HorrMan, 
Utica Chapter. 


AccouNTING EFFICIENCIES IN SMALL COMPANIES 


Editor, N. A. C. A. Bulletin: 


Mr. Kleinau’s article in the October 15 issue of the Bulletin on “Account- 
ing Efficiencies in Small Companies” shows clearly the problems that are 
encountered by the public accountant dealing with small businesses. The 
lack of written records to tie in the general and subsidiary ledgers becomes 
even more aggravated in the industrial field where there is an attempt be- 
ing made to accumulate costs by products. All too often mistakes are 
found in the sub-ledgers and corrected only on the general ledger, par- 
ticularly during the rush that always ensues at the closing period. 

In these days of special government reports, contract terminations, and 
renegotiations it is more important than ever to be able to analyze accounts 
quickly and accurately. A government auditor finding a sloppy accounting 
system that seemingly will not tie back to the facts is apt to be much less 
receptive to the company’s point of view than if he finds a concise clear- 
cut system that immediately sets forth the facts. 

Mr. Kleinau gives considerable mention to the journal voucher entry 
system. We have recently had experience in installing this system and 
have found it unexcelled in providing accuracy and speed of analysis. In 
passing it might be mentioned that there is available on the market an in- 
expensive standard form journal voucher that provides not only for general 
ledger entries, but for subsidiary and factory ledger entries. 

From experience we have found the “chip” system readily adaptable to 
cost systems in small industries, particularly in a job cost system where 
it is necessary to analyze the labor accounts by both job and department. 
Differently colored chips for different departments have helped speed up 
the process considerably, and a consecutive numbering stamp has eliminated 
the necessity for writing the employee’s name or other reference on each 


Dumont H. MEINHOLD, 
Los Angeles Chapter. 
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Prices AND Costs 
Editor, N. A. C. A. Bulletin: 

Harry Howell’s article on “Postwar Pricing and Cost Accounting” in the 
November 15 Bulletin is indeed both timely and stimulating and as such 
very much worthwhile. It is to be hoped that a great deal of discussion 
will be brought out. The following is more to break the ice than to argue 
against the main premises set forth. 

When it comes to the actual application of many of the ideas in this 
article, considerable caution is necessary as well as a careful reconcilation 
of important factors peculiar to the particular company involved. 

In several ways Mr. Howell refers to the possible advantages of taking 
on marginal business at reduced prices or with a lower than normal profit. 
This idea is always very intriguing, particularly to management, but con- 
tains an element of real danger. Very often the marginal business thus 
taken becomes eventually the main business and profitless or loss-resulting 
operations are established. On the other hand, if the production potential 
of a business is properly appraised it would usually include all legitimate 
possibilities of operation, thus precluding any appreciable area of marginal 
activity. Then, when all costs of doing business, including an adequate 
return on capital, are spread over this real potential, an amount per unit 
is arrived at which, when added to the prime costs, gives a minimum base 
price below which it is uneconomical to sell under existing conditions. 

If this minimum base price—when offered to all customers alike, with 
justifiable quantity and service differentials—does not result in total business 
approaching the potential, then there is something fundamentally wrong with 
the business itself which management should take resolute steps to cor- 
rect immediately. 

The archaic railroad and truck freight rate structure referred to by Mr. 
Howell should not be taken very seriously as a criterion for business 
management. At least it should not discourage the use of proper cost 
studies to determine economical procedures. Present freight rates were 
solidly rooted long before cost accounting had emerged as a means of sup- 
planting horse trading and log rolling methods of doing business. There 
is already considerable evidence to warrant the hope that eventually they will 
succumb to the relentless pressure of sound reasoning based on facts and 
figures. A more helpful reference might be to many of the modern public 
utility rate structures where cost accounting has shown the way to much 
more safely successful operations based on equitable charges for actual 
services rendered including the assurance of long-range continuity and ex- 
pansion of supply of such services. 

Perhaps most accounting systems would show the same cost for running 
a movie in the morning, the afternoon, and the evening, but certainly not 
an enlightened one. Taken as a joint cost operation, the necessary capital 
return plus rental and other fixed factors would be allocated to the three 
different periods on some factual basis reflecting their respective potential 
returns after taking into account relative demands, purchasing power, etc. 
as shown by proper marketing analyses. Then, after the actual prime costs 
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were added, each period would stand on its own and for each period a 
separate profit and loss statement would show managerial effectiveness and 
























wae indicate appropriate action. Such an approach might show, for instance, that 
shehiaa a different program emphasis was needed for each period to exploit fully 
the latent possibilities of the particular location. Something of a similar 
— joint cost approach is necessary in many, if not most, situations. It pur- 
1 this posefully rationalizes what Mr. Howell refers to rather discouragingly as 
lation discriminatory and arbitrary allocations based on “what the traffic will 
bear.” 
aking Actually however, I think our problem is more fundamental. Cost 
rofit. accountants must learn to appraise values and figure true prices objectively 
con- as well as to add up costs subjectively. There is an old saying that all beauty 
thus is in the eyes of the beholder. Values are determined by the consumer, not 
ting by the supplier. More accurately relative values at any given time are 
ntial determined by the consumer. True prices reflect these relative values in 
mate the light of underlying economic conditions. Both value relations and 
ginal economic conditions are constantly changing, the former usually more 
- slowly than the latter. 
bee This is much like the ever-present problem of job evaluation to which 
lone, cost accountants have made such valuable contributions. The same general 
with principles and techniques apply and for much the same reasons. Relative 
ese values are similarly involved. 
with The enduring success of business depends largely upon costs being suf- 
can ficiently less than that which can be properly realized from true prices as to 
yield, on the necessary capital involved, a return which is reasonable in view 
Mr. of the attendant risks. Thus the continuing major problem of business is 
nee one of constant internal adjustment to external conditions resulting from 
coat ponderous social forces over which little immediate control is possible. 
wane Constructive cost accounting, therefore, consists primarily of continuously 
sup- establishing, as far ahead as possible, the safe limits within which costs 
hove must of necessity be kept by management. Necessity, when recognized, 
will is the mother of invention. I am sure Mr. Howell means much the same 
onl thing when he concludes his excellent article with reference to the need of 
blic prices “more sensitive to the correlation of supply and demand.” 
uch Ausion R. Davis, + 
tual Boston Chapter. 
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COST CURRENTS 





Internal Revenue Bureau Rules Relative to Termination of Amortiza- 
tion—In a recent release (Mimeograph 5957, dated December 12, 1945) 
the Internal Revenue Bureau discusses the most prevalent questions arising 
from the termination of the emergency period by the Presfdent’s procla- 
mation of September 29, 1945. Twenty-two questions are stated, followed 
in each case by a_ statement of the Bureau’s view with respect thereto, 
Since January 1, 1946, was the last day for filing an election with the Bureau, 
the following digest of the rulings is confined to the more common of those 
questions which are still open. The principal rulings follow. 

If the taxpayer has elected to terminate the amortization period, he 
cannot now change his mind and continue to take amortization on a 60- 
month basis. 

Facilities which were in the process of construction on September 29, 
1945, under certificates of necessity, may be amortized over a 60-month 
period beginning with the month following completion, or with the suc- 
ceeding taxable year if proper election is made in accordance with Section 
124(b) of the Internal Revenue Code. 

Facilities which were acquired after September 29, 1945, under certificates 
of necessity, may be amortized on a 60-month basis if the taxpayer did 
not unnecessarily delay their acquisition following receipt of the necessity 
certificates. Such facilities, however, are not subject to accelerated amortiza- 
tion. Neither may accelerated amortization be taken on emergency facilities 
acquired in September, 1945. This latter ruling is on the theory that since 
the amortization could not begin prior to October, the termination procla- 
mation could not apply to such facilities. 

Emergency facilities which have been abandoned or sold prior to Sep- 
tember 29, 1945, or prior to the date specified in a non-necessity certificate, 
are not subject to accelerated amortization. This does not apply, however, to 
facilities sold after September 29, 1945, even though the sale took place 
before the date of the notice of the election to terminate the amortization. 

In cases involving unfinished facilities where less than 100 per cent 
of the cost has been certified as emergency facilities and where the per- 
centage of completion of the facilities on September 29, 1945, equaled the 
percentage certified, the costs incurred to that date cannot be considered as 
arising solely from the certificated portion of the facilities. Instead, it is 
held that the emergency portion of such facilities arises ratably over the 
entire cost. 

In cases involving unfinished facilities, construction of which ceased 
with the proclamation, the amortization is to be computed separately for 
each month’s expenditure based on the number of months remaining to 
September 29, 1945. Thus the costs incurred in October, 1944, would be 
amortized over 12 months, the costs incurred in November, 1944, over 
11 months, etc. 
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In making application on Form 1140 or 1046 for a tentative adjustment 
with respect to the amortization deduction, any net loss carry-back or unused 
excess profits credit carry-back, or adjustment thereof, to the extent 
attributable to the increased amortization deduction, should be given effect 
only in so far as taxable years during the amortization period are con- 
cerned. 

Also in reference to the above application for a tentative adjustment, 

it is necessary in principle to adjust invested capital (for excess profits 
tax purposes) to reflect the effect of amortization adjustments on the 
taxpayer’s accumulated earnings. It is indicated, however, that in prac- 
tice the Bureau will not be unreasonably strict in- requiring incidental 
adjustments of small amounts involving complicated computations, particu- 
larly since the tax adjustment at the most is only tentative. 
" With reference to the procedure for securing an extension of time for 
payment of installments of tax falling due during the period an applica- 
tion for tentative adjustment is under consideration by the Commissioner, 
no form has been prescribed. A letter will suffice, addressed to the Collector 
of Internal Revenue at or after the date of filing the application. The 
amount deferred shall not exceed the net decrease in taxes as reported in 
the application, less any past-due taxes. The extension will terminate 
when the Commissioner approves, or disallows, the application, 


Renegotiation of Fiscal Year Contractors—Questions concerning the 
date of termination of renegotiation as they relate to contractors who are on 
a fiscal year basis have been cleared up through recent amendments to 
the renegotiation regulations. Paragraph 313.1 provides for renegotiation 
prior to the end of the fiscal year if certain conditions are met. The new 
paragraph reads as follows: 
The Department to which a contractor has been assigned for re- 
negotiation with respect to a fiscal year ending in 1945 or 1946 
may commence and complete renegotiation proceedings prior to the 
end of such fiscal year, provided 
a. that there is available to the renegotiating agency adequate and 
reliable information upon which there can be based a determina- 
tion of “profits derived from contracts with the Departments 
and sub-contracts,” as that term is defined in subsection (a) (4) 
(B) of the Renegotiation Act; and 

b. that at the time of renegotiation the contractor is not expected 
to have any receipts or accruals under contracts and subcontracts 
in addition to those with respect to which the determination of 
excessive profits or of no excessive profits is made; and 

c. that the aggregate receipts or accruals of the contractor and his 

affiliates from contracts with the Departments and subcontracts 
described in subsection (a)(5)(B) of the Act exceed $500,000 
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(or $25,000 in the case of subcontracts described in subsection 
(a)(5)(B) of the Act) at the time of renegotiation; and 

d. that the determination of excessive profits or the determination 
of no excessive profits is embodied in an agreement; and 

e. that either of the following procedures is observed: 

i. the determination of excessive profits or of no excessive 
profits is made only for a part of the contractor’s fiscal 
year and there is inserted in the agreement embodying such 
determination the special contract article set forth in sub- 
paragraph (9)(a) of paragraph 741.2 of these regulations; 
or 

ii. the determination of excessive profits or of no excessive 
profits is made with respect to the contractor’s entire fiscal 
year, and there is inserted in the agreement embodying 
such determination the special contract articles set forth 
in subparagraph (9)(b) of paragraph 741.2 of these regu- 
lations. 
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Not only do the regulations provide for regenotiation prior to the close 
of the fiscal year, but they also indicate that no reduction in the $500,000 
(or $25,000) exemption need be made for the fractional year. The 
changes also emphasize that receipts or accruals resulting from performance 
prior to the termination date, December 31, 1945, must be included in 
the renegotiation regardless of when received or accrued on the basis of 
the accounting method used by the contractor for tax purposes. 
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